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Abstract

The government expenditure in economic affairs can act as a tool for creating and sustaining
development by improving income distribution. Therefore, prioritization and optimal allocation of
economic expenditures of governments will be so important. In this regard, the present study has
investigated the impact of government expenditure on economic sector and related sub-sectors
(agriculture, industry and mining, trade, information technology, energy, housing, transportation,
environment, cooperatives affairs, and water resources) on income distribution in Iran's economy
during business cycles. In this study, Markov Switching Auto Regressive model (MSAR) has been
used to estimate time-series data during the time period between 1973 to 2019. The result of the
study indicates that economic sector and agricultural, water resources and transportation subsectors
during business cycles, “housing, trade, and cooperative affairs” subsectors during the boom
periods, and the environment subsector during the recession periods have reduced income
inequality significantly. Also, the government expenditure in industrial, mining, and energy
subsectors during business cycles and information technology subsector during the boom periods
have increased income inequality significantly. Finally, the subsectors of agricultural, water,
industry and mining, commerce and cooperation, transportation have been more stable in the
recession regime. Meanwhile, the economic sector and subsectors of information technology,
housing and development, environment and energy have been more stable in the boom regime.
Therefore, the components of government expenditure on income distribution have asymmetric
behavior.
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